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CREDIT  CURRENCY. 


A SERIHS  OF  EDITORIAL  ARTICLES 

PUBLISHtO  IN 

THE  JOURNAL  OF  COMMERCE  and  COMMERCIAL  BULLETIN, 

Miirt  li  i2th  to  I/th,  i8g0. 


< ARTICLE  I. 

In  devising  a given  piece  of  mechanism,  of  the  unh^^althy  vicissitudes  of  systems 
the  first  essential  to  success  is  that  the  which  originated  in  the  adversities  of 
constructor  keep  in  view  the  purpose  to  States,  and  which  still  retain  much  of  the 
be  served  by  the  contrivance.  And  so,  in  embarrassing  artifi  ial  regulation  to 
constructing  or  reconstructing  a currency  which  such  conditions  easily  gave  rise, 
system,  the  first  step  should  be  a clear  Unfortunately,  we  have  already  gone 
ascertainment  of  the  nature  of  the  uses  much  too  far  in  copying  these  worst  fea- 
for  which  the  money  is  needed;  for,  upon  tures  of  foreign  systems;  and  therein  lies 
that.  Its  qualities  must  chiefly  depend.  In  the  chief  necessity  for  the  monetary  re- 
the  case  of  the  present  inquiry,  it  is  to  be  construction  which  the  American  people 
kept  in  mind  that  v/e  have  to  provide  for  are  now  demanding. 

the  specific  wants  of  the  United  States;  What  this  country  needs  is  the  safest, 
which  forbids  our  implicitly  accepting  tlie  most  convenient,  the  most  efficient 
forms  of  circulation  simply  because  they  and  the  most  economical  instruments 
% happen  to  have  proved  successful  in  other  that  can  be  devised  for  effecting  the  ex- 

countries, whose  wants  may  differ  from  changes  of  its  manifold  properties  and 
our  own.  It  is  not  to  be  hence  inferred  services.  A large  proportion  of  those  ex- 
however  that  foreign  precedents  are  to  changes  are  already  transacted  without 
be  wholly  ignored;  but  that  only  so  mucli  the  intervention  of  what,  in  common  par- 
of  them  should  be  accepted  as  may  be  lance,  is  called  money;  that  is.  gold  and 
}>etter  adapted  than  any  other  to  our  own  silver  coin  and  their  representative  notes 
particular  requirements.  As  a rule,  how-  or  certifica.tes.  Probably  fully  eighty  ])ei 
ever,  European  monetary  experience  has  cent,— some  estimates  go  higher. — of  all 
perhaps  little  to  help  us.  except  in  the  our  payments  are  made  through  checks, 
way  of  warning:  for  it  consists  largely  transfers  of  book  accounts  and  bills  of 
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is  for  the  remaining  com- 
isignificant  twenty  per  cent 
m has,  in  our  case,  to  be 
iettlements  that,  for  obvious 
i to  be  effected  through  the 
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nsus  of  the  world's  opinion 
last  generation,  increasingly 
use  of  paper  money,  in  prefer- 
precious  metals,  for  the  settle- 
it  may  be  called  the  retail  ex- 
i'he  conveniences  and  econo- 
rculating  credit  are  so  great, 
d with  the  use  of  the  most 
tals,  that  those  considerations 
not  but  Induce  a large  sub- 
paper  for  gold  and  silver,  so 
te  issues  reached  a certain 
fety.  It  cannot  be  claimed 
ule,  paper  money  has,  as  yet, 
conformed  to  that  standard; 
er,  gradually  more  nearly  ap- 
■t;  and.  balancing  its  advan- 
st  its  disadvantages,  the  world 
shown  its  willingness  to  use 
?ncy  to  an  amount  equal  to 
Df  its  stocks  of  gold  and  silver 

ney,  however,  still  remains  to 
mt  an  unsolved  problem.  The 
few  in  which  legislation  has 
n making  it  a perfect  instru- 
change.  Much  the  better  half 
Id's  paper  currency  is  to-day 
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Really,  therefore,  currency  re- 
question not  merely  for  the 
tes  but  for  the  world, 
country,  the  first  question  is, 
le  best  aitltainable  ideal  of  a 
ilati-ng  medium?  What  should 
*,  its  guaranty,  its  qualities,  its 


regulation?  The  following  may  be  en- 
umeraited  as  the  chief  essentials  of  an 
ideally  perfect  form  of  paper  money:— 

1.  Paper  money  should  be  a legally 
authorized  form  of  credit;  a promise  to 
pay,  and  not  a mere  fiat  declaration  de- 
void of  obligation  of  redemption.  To  be 
a fit  instrument  for  payments.  It  must  be 
itself  actually  and  continuously  payable 
on  demand.  Its  use  must  be  the  simple 
exchange  of  one  form  of  credit,  or  “right 
of  action.”  for  another  form  of  credit,  or 
“right  of  action.”  So  constituted.  It  be- 
comes but  one  among  multitudinous  forms 
of  obligation  by  which  business  is  trans- 
acted; though,  in  certain  respects,  a 
special  and  preferred  form. 

2.  The  liquidation  of  the  notes,  in  case 
of  failure  of  the  issuer,  should  be  insured 
by  a form  of  guaranty  which,  from  rea- 
sons based  up*m  competent  experience, 
could  be  safely  trusted  to  protect  the 
note-holder  from  loss. 

3.  The  notes  should  be  redeemable  in 
gold  coin;  not  in  any  form  of  promise-to- 
pay;  not  in  any  paper  legal  tender. 

4.  A system  of  redemption  should  be 
provided  by  law.  under  which  the  noto.s 
could  be  returned  to  the  issuer  with  nil 
possible  economy  and  dispatch. 

5.  The  issuer  should  be  required  to  keep 
on  hand  a proportion  of  gold  to  circula- 
tion which  experience  has  proved  suf- 
ficient. under  wise  redemption  agencies, 
to  meet  the  current  demand  for  note  re- 
demptions. 

6.  The  amount  of  notes  which  an  issuer 
may  put  nut  should  be  limited  to  a fixed 
ratio  of  the  issuer’s  unimpaired  paid-up 
capital. 

As  to  the  first  of  the  above  specified  es- 
sentials. some  ma/tters  of  imperative  im- 
portance are  to  be  considered.  The  right 
to  issue  circulaiting  notes  should  be 
granted  only  to  legally  authorized  corpo- 
rations. who.se  affairs  are  so  far  open  to 
public  cogniznnee  an  to  afford  ample  evi- 
dence of  their  financial  status  and  re- 
sponsibility. In  this  country,  such  Is- 
sues should  be  authorized  only  V>y  the 
Federal  legislature.  It  iS  clearly  the  in- 
tent of  the  Constitution  to  reserve  to 
Congress  the  right  of  determining  nil  con- 
ditions relating  to  the  circulating  medium, 
whether  metallic  or  credit.  That  charter 


denies  to  the  States  the  power  “to  issue 
bills  of  credit”  (which  must  be  construed 
as  meaning  not  only  that  the  States  may 
not  themselves  issue  credit  notes,  but  also 
that  they  may  not  authorize  their  Issue 
by  persons  or  corporat'ions  within  the 
State’s  jurisdiiction);  it  also  forbids  the 
States  “to  coin  money”  and  to  “make 
anything  but  gold  and  silver  a legal 
tender.”  These  prohibitions  amount  to  a 
full  implication,  if  not  an  affirmation, 
that  money--  reating  powers  are  absolutely 
reserv'ed  to  Congress.  Apart  from  the 
constitutional  Intention  in  this  matter.  It 
is  manifestly  of  the  highest  expediency 
that  instruments  w'hich  are  to  be  avail- 
able for  the  settlement  of  debts  in  all 
parts  of  the  country  should  possess  the 
uniformity  of  quality  and  value  which 
can  be  insured  only  through  their  being 
authorized  and  regulated  by  one  sole 
authority.  Our  wretched  experience  dur- 
ing the  ante-war  period. — when  we  had  as 
many  forms  of  bank  notes  as  we  had 
States,  nearly  all  being  subject  to  ever- 
varying  degrees  of  depreciation,  is  suf- 
ficient evidence  of  the  intrinsic  neces- 
sity for  this  source  of  regulation,  even 
were  the  CNDnstitutlon  silent  upon  the 
matter. 

It  does  not  follow,  however,  from 
these  constitutional  inhibitions,  that  no 
corporation  organized  under  a State 


law  may  issue  currency  notes.  For  while 
Congress  must  prescribe  the  conditions 
under  which  circulating  credits  may  be 
Issued,  there  is  at  least  no  constitutional 
reason  why  the  privilege  of  Issue  Should 
not  be  conferred  upon  any  corporation  in 
the  Union,  &tate  or  otherwise,  that  proves 
its  competency  to  conform  to  the  terms  of 
issue  prescribed  by  Federal  law.  In  the 
event  of  Congress  enacting  a general  law 
of  this  character,  it  would  be  needful 
that  the  State  legislatures  so  modify  their 
banking  laws  as  to  enable  their  banks  to 
conform  to  the  Federal  law  relating  to 
these  matters.  The  supreme  thing  neeiled 
Is  a sole  national  statute  defining  the 
conditions  upon  which  credit  currency 
may  be  issued;  and  that  being  given,  there 
is  no  ground,  legal  or  equitable,  upon 
which  the  prlvnilege  could  be  denied  to  one 
set  of  duly  qualified  institutions  and  re- 
served exclusively  to  another  no  better 
qualified.  A State  bank  might  be  as  well 
able  to  conform  to  the  Federal  circula- 
tion statute  as  a National  bank;  and  the 
fact  of  quallficaition,  of  ability  to  conform 
to  the  requirements  of  the  law,  should 
alone  determine  the  right  to  issue.  Any- 
thing short  of  that  would  be  a monopo- 
listic discrimination  that  could  not  stand 
the  test  o*f  constitutional  law  and  of  a 
just  public  opinion. 


ARTICLE  II. 


In  defining  yesterday  the  chief  essentials 
of  a credit  currency,  we  showed  that,  in 
the  case  of  the  United  States,  It  should 
be  authorized  and  regulated  by  Federal 
statute,  and  not  by  State  legislation.  "We 
now  proceed  to  consider  what  should  be 
the  nature  of  the  credit  instrument  best 
adapted  for  monetary  purposes.  Before 
dealing  with  the  forms  of  credit  that  may 
be  deemed  most  eligible,  let  us  clear  the 
way  by  eliminating  those  that  cannot  be 
wisely  or  safely  accepted. 

Among  the  latter,  must  be  placed  Gov- 
ernment no*tes  of  any  ann  every  form. 
The  darkest  pages  in  the  history  of  paper 


money.— for  in  that  history  there  are  not 
a few  dark  pages. — are  those  occupied 
with  the  vicissitudes  of  State  Issues.  As 
a rule,  those  currencies  have  originated 
In  military  necessities.  In  times  of  lower 
civilization,  when  the  State  could  no 
longer  borrow  on  long  obligations  it  re- 
sorted to  what  purported  to  be  temporary 
loans,  payable  on  demand  in  the  coin  of 
the  realm.  It  does  not  need  to  be  related 
how  completely  history  demonstrates  that 
those  credit  issues,  sometimes  of  volun- 
tary acceptance  but  mere  frequently  com- 
pulsory, proved  to  be  borrowings  under 
false  pretenses,  generally  ending  in  the 
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depreciation  of  the  notss  and  too  often  in 
their  repudi.  .tion,  partial  or  complete.  In 
some  cases,  the  issues  have  been  made 
against  son  e form  of  pledged  asset,  in 
others,  thro  agh  alliance  with  privileged 
banks;  and  in  ethers  as  wholly  unpro- 
tected prom  ses-to-pay  on  demand. 

Of  the  fir  it  of  these  three  classes,  the 
"assignats”  issued  by  France,  in  the 
second  yeai  of  the  Republic,  are  a fair 
specimen.  Fhey  were  based  upon  lands 
confiscated  from  the  church  and  from 
wealthy  po  itical  refugees  and,  to  give 
them  a sen.blance  of  value,  were  made 
exchangeab  e for  the  property  so  appro- 
priated. For  a time,  they  were  made 
more  attractive  by  a promise  to  pay  in- 
terest to  1 he  noteholder.  But  neither 
the  land  guaranty  nor  the  promise  of 
interest  sa^  ed  the  notes  from  quick  de- 
preciation. Within  three  years,  they  had 
fallen  to  c ne-third  of  their  face  value, 
and  three  years  later  24  francs  in  silver 
would  comnand  7,250  francs  in  '‘assig- 
nats.” Finally,  *he  Government  redeemed 
them  by  a lother  form  of  credit  called 
"mandats,”  in  the  ratio  of  one  of  the 
latter  for  t lirty  of  the  "assignats.”  The 
"mandats”  were  protected  by  being  made 
a legal  ten  ler  and  by  acceptance  in  pay- 
ment for  t le  public  lands  and  for  taxes. 
But  they  q lickly  fell  to  one-seventieth  of 
their  par  v alue  and  their  compulsory  ac- 
ceptance w as  finally  abolished.  This  is  a 
fair  specim  >n  of  the  fate  of  State  is.sues, 
whether  backed  by  pledge  of  property,  by 
acceptance  in  payments  to  the  State,  or 
by  legal  te  ider  force.  This  experience  of 
France  hi  s saved  other  governments 
from  issuir  g notes  of  the  “assignat  type, 
but  it  has  lot  prevented  some  of  our  own 
currency  c octors  from  advocating  issues 
guaranteed  by  the  public  domain  or  by 

the  produc  s of  the  land. 

Next  to  be  estimated,  is  the  class  of 
currencies  fostered  and  utilized  by  go^ 
ernments,  through  co-operation  with 
State  or  O herwlse  privileged  hanks.  In 
this  categDry  are  found  currencies  as- 
sociated vlth  more  depreciation,  more 
financial  derangement,  more  abnormal  os- 
cillation ii.  prices  and  more  panic  than 
all  other  . redlt  contrivances  combined. 

The  earl  er  Stages  of  banking  were  con- 
current w th  an  era  of  military'  govern- 


ment and  international  strife.  The  State 
was  always  at  war  and  therefore  always 
bankrupt.  Its  first  appeal  was  naturally  to 
the  banks,  whose  coin  was  soon  drained 
into  the  exchequer.  Nothing  then  re- 
mained but  to  issue  promises  to  pay  coin. 
The  State  having  lost  its  credit  and  pos- 
sessing no  means  of  payment,  could  not 
issue  notes  without  their  depreciating  to 
comparative  nothingness.  The  Govern- 
ment therefore  issued  its  bonds  or  ex- 
chequer bills  to  a strong  and  favored 
bank  and  accepted  in  return  an  equiva- 
lent amount  of  the  bank’s  credit  notes. 
In  this  way,  the  bank  became  Irrevocably 
committed  to  the  fortunes  of  the  State, 
while  in  turn  the  State  became  dependent 
on  the  bank.  It  thus  became  the  policy 
of  the  Government  to  concentrate  finan- 
cial power  in  the  hands  of  one  strong 
b.anking  institution,  and  with  that  view 
the  bank  received  a legal  monopoly  of 
the  pow'er  of  Issuing  circulating  credits. 
The  bargain  was  mutually  helpfql;  the 
State  being  strengthened  by  alliance  with 
a great  money  lending  Institution;  the 
bank  receiving  credit  and  prestige  from 
the  patronage  of  the  State.  These  were 
the  methods  of  fiscal  “haut  finance”  pre- 
vious to  the  great  modern  organizations 
o-f  credit  and  banking.  There  are  those 
who  think  that  such  financing  is  a fit 
model  for  present  'times.  The  outcome  of 
such  curren  y-making  should  have  taught 
them  better.  The  worst  currencies  of  the 
present  day  are  lingering  relics  of  those 
seml-barbarous  methods. 

The  Bank  of  Kngland  accepted  its  suc- 
cessive forms  of  monopoly  in  return  for 
loans  and  other  services  to  the  Govern- 
ment. But  its  subserviency  to  the  State 
restricted  its  ability  to  take  care  of  the 
commercdal  Interest;  and  hence  arose  a 
long  series  of  crises  and  panics  most  de- 
structive to  the  rapidly  growing  trade  of 
the  nation.  During  the  eighteenth  cen- 
tury and  the  first  quarter  of  the  nine- 
teenth, England’s  greatest  curse  came 
from  successive  dickerlngs  between  the 
State  and  the  Bank.  Tn_  later  years,  the 
Injurious  consequences  of  this  alliance 
have  been  diminished  only  because  the 
Government  has  had  lees  oc''aslon  to  bor- 
row and  the  national  stock  of  the  precious 
metals  has  been  largely  increased,  whilst 
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bank  checks  have  largely  superseded  the 
use  of  money  and  the  smaller  inland  bills 
of  exchange  have  been  utilized  as  a form 
of  currency  by  their  passing  from  hand 
to  hand  and  receiving  a fresh  indorse- 
ment at  each  transfer.  The  Bank,  how- 
ever, still  dominates  the  money  market; 
often  unwisely  or  injuriously  and  not  in- 
frequently with  a secondary  regard  for  the 
grea«t  commercial  markets.  The  old  un- 
just restraints  upon  the  handful  of  other 
banks  of  issue  are  maintained  out  of  re- 
gard for  the  monopoly  of  the  national 
institution,  and  while  the  national  trade 
and  population  have  been  enormously  ex- 
panding, there  has  been  no  possibility  of 
a corresponding  increase  in  the  volume 
of  the  paper  currency. 

In  the  case  of  Italy,  we  have  an  ex- 
perience still  less  excusable  than  that  of 
England,  because  it  was  incurred  in  the 
face  of  antecetlent  uniformly  disastrous 
lessons  in  other  States.  In  1874,  a law 
was  passed  restricting  the  right  of  is- 
suing notes  to  six  banks,  including  the 
National  Bank  of  Italy  with  its  $40,000.- 
000  of  capital.  In  return  for  this  privi- 
lege, this  “consorzio/*  or  union,  was  held 
liable  to  furnish  the  royal  treasury  with 
bank  notes  up  to  the  amount  of  $200,- 
000,000.  The  too  well-known  results  of 
this  voluntary  subserviency  to  a semi- 
bankrupt State  stand  out  as  the  latest 
warning  against  bartering  away  the  in- 
dependence of  banking  in  exchange  for  a 
monopoly  of  issuing.  The  King  go-t  his 
luillions  of  notes  and  threw  them  into  cir- 
culation; the  banks  got  his  bonds,  it  is 
true;  but  they  have  been  unable  to  cash 
theiv  notes,  which  consequently  are  now 
current  in  the  ex^'hanges  at  a discount  of 
about  ten  per  cent,  and  Italy  is  tottering 
on  the  verge  of  insolvnacy. 

Russia  affords  another  illustration  of 
the  fate  of  paper  money  issued  under 
joint  bank  and  State  auspices.  The  Bank 
of  Russia  is  at  the  same  time  an  imperial 
and  a private  institution.  The  State 
stands  behind  the  joint-stock  Bank,  and 
the  Bank’s  resources  are  always  at  the 
service  of  the  State.  Only  for  the  brief- 
est periods,  has  the  Bank  of  Russia  been 
able  to  maintain  the  convertibility  of  its 
notes.  The  singular  feature  in  the  case 
of  Russian  paper  money  is  the  largeness 


of  its  depreciation  as  compared  with  the 
ratio  of  gold  to  notes.  The  outstanding 
circulation,  in  December,  1894,  was  R.855,- 
000,000,  and  the  metallic  reserve  R.286.500,- 
000  (about  85  per  cent  being  gold).  The 
specie  reserve  is  thus  34  per  cent  of  the 
outstanding  notes,  and  yet.  the  rouble 
passes  current  at  the  ratio  of  R.150  in 
paper  to  R.lOO  in  gold.  There  is  no  paper 
in  the  world  on  which  the  ratio  of  de- 
preciation is  so  high,  as  compared  with 
the  ratio  of  metallic  reserve;  and  this  is 
the  more  remarkable  when  it  is  con- 
sidered that  the  entire  resources -of  the 
State  stand  behind  the  nates.  The  only 
rational  explanation  of  this  fact  lies  in 
the  uncertainties  of  Russian  politics  and 
the  liability  of  the  nation  to  be  plunged 
at  any  moment  into  foreign  war,  with 
consequent  increase  in  the  note  issues 
and  loss  of  the  Bank’s  specie.  It  is  this 
sort  of  political  exposure  w'hich  above  all 
makes  Government  support  an  unfit  form 
of  guaranty  for  a paper  currency. 

Spain  exhibits  a similar  condition  of 
inconvertibility  in  its  paper  money,  the 
$145,000,000  notes  of  the  Bank  of  Spain  be- 
ing supported  by  a gold  reserve  of  $40.- 
000,000,  while  the  depreciation  of  the  notes 
is  expressed  by  a premium  of  20  points  in 
the  price  of  gold.  In  brief,  without  citing 
more  instances,  it  may  be  said  that  there 
is  scarcely  a country  in  Europe  which 
has  not,  at  one  time  or  another  within 
the  past  century,  sustained  vital  injury 
from  making  emissions  of  paper  currency 
in  subserviency  to  the  interests  or  con- 
veniences of  governments;  and  to-day  60 
per  cent  of  the  European  population  is 
suffering  from  various  degrees  of  cur- 
rency depreciation  due  directly  to  the  ab- 
sence or  the  insufficiency  of  guaranty. 

The  Bank  of  France,  during  the 
Franco-Prussian  war.  incurred  Immense 
responsibilities  in  behalf  of  the  Govern- 
ment. and  with  no  serious  injury.  It  re- 
ceived authorization  to  increase  its  note 
issues  from  fr.  1,500,000.000  at  the  out- 
break of  hostilities,  to  fr.  2,400,000.000,  and 
finally  to  4.000,000.000  francs,  and  through- 
out the  w'ar  it  was  always  ready 
to  respond  to  the  insatiable  demand.s  of  the 
Treasury.  It  w-as  authorized  to  suspend 
the  redemption  of  its  nates,  but  their  de- 
preciation was  nominal  and,  after  seven 
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years,  the  B ink  resumed  specie  payments 
in  a condi  ion  of  surprising  strength. 
These  rema  kable  achievements  were  due 
to  the  unusial  solidity  of  the  institution 
and  equally  to  its  exceptionally  wise  man- 
agement; a id  these  facts  are  therefore 
not  to  be  taken  as  unqualified  evidence 
of  what  an:  great  bank  might  ordinarily 
undertake  with  safety.  The  value  of  its 
services  to  the  country  and  its  own  im- 
munity wer  ! due  to  its  independence.  The 
secret  was  well  expressed  by  Thiers  in 
one  of  his  memorable  utterances,  “The 
Bank  has  saved  the  country  because  it 
IS  NOT  A Si  ATE  BANK.”  The  inference  to 
be  drawn  from  these  precedents  is  that 
w'hile  it  m£  y be  proper  for  a bank,  or  a 
series  of  banks,  to  issue  extra  circulation 
for  the  aid  >f  the  State  in  periods  of  war, 
yet  such  as!  istance  should  be  given  volun- 
tarily, wdtiout  any  subjeotion  to  the 
Treasury,  £ nd  only  upon  sufficient  guar- 
anty. In  brief,  the  State,  under  such 
conditions,  should  be  treated  like  any 
other  borr  iwer, — upon  its  merits  and 
credit-w'ort  ilness. 

Two  chie'  causes  have  led  to  the  per- 
nicious pol  cy  of  subordinating  currency 
Issues  to  State  interests;  in  the  first 
place,  a f ilse  con-eption  of  the  fiscal 
power  and  resource  of  governments, 
w'hich  has  misled  the  banks:  and,  in  the 
next  place,  a too  great  readiness  on  the 
part  of  mi  listers  of  finance  to  trust  un- 
supported M-edit  money,  which  has  mis- 
led the  St  ite.  The  composition  and  the 
workings  cP  a State  organism,  always  ex- 
pose It  to  great  risks.  A government 
stands  coi  stantly  exposed  to  the  con- 
tingencies If  war,  either  civil  or  foreign. 
It  is  subject  to  the  loss  of  territory  and 
the  destrv  ctlon  of  commerce.  It  can 
never  insu:'e  itself  against  the  penalties 


of  bad  statesmanship.  It  can  never  say 
when  a storm  of  popular  passion  may  not 
overwhelm  the  nation  in  revolution,  nor 
when  a jealous  neighbor  may  not  invade 
it.  Whatever  ill  l>efalls  the  country, 
storm,  famine,  plague,  pestilence,  popu- 
lar discontent,  or  commercial  panic,— the 
credit  of  the  State  suffers,  its  expendi- 
tures are  increased,  its  income  is  diminish- 
ed. The  national  strength  declines  as  the 
demands  upon  its  resources  increase. 
As  the  necessity  for  increased  expendi- 
ture presses  upon  the  State,  its  ability  t.o 
collect  the  means  fails  it.  Thus,  Instead 
of  being  the  unfailing  guarantor  that  a 
government  is  imagined  to  be,  it  usually 
proves  to  be  the  very  weakest.  The  only 
way  in  which  governments  can  be  safely 
supported  under  adverse  contingencies  is 
through  long  loans,  which  have  the  ad- 
vantage of  affording  time  for  economizing 
expenditures  and  reruperating  resources 
so  as  to  make  future  liquidation  the 
easier.  If  they  trust  to  abnormal  isvsues 
of  demand  obligations,  the  first  effect  is 
a general  inflation  and  the  next  a violent 
reaction  culminating  in  crisis,  when  the 
noteholders  demand  redemption  which 
cannot  be  had,  and  depreciation  and  pos- 
sibly repudiation  supervenes.  By  all  this, 
the  State  itself  suffers  comparatively  lit- 
tle; but  the  people  lose  much  or  all  of 
what  they  had  transferred  to  it  in  ex- 
change for  its  promises.  Such  is  the 
usual  history  of  a credit  currency  issued 
by  or  endorsed  by  a government.  What 
then  is  the  value  of  State  connection  with 
issues  of  paper  currency?  Such  notes 
defraud  the  users  and  impair  the  credit 
of  the  issuers.  In  some  cases,  these  mis- 
chievous consequences  are  escaped;  but, 
in  a large  majority  of  instances,  these 
results  prov'e  inevitable. 
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ARTICLE  III. 


We  con£  Idered  yesterday  the  case  of 
paper  moi  ey,  first,  w'hen  backed  by  a 
distinct  fcrm  of  guaranty  given  by  the 
State;  and  second,  when  issued  under  the 
joint  resp  insibillty  of  the  State  and  a 
bank  or  lanks.  We  come  now  to  the 


case  of  nates  issued  by  a government 
without  any  form  of  pledged  asset. 

Few  governments  have  had  the  rash 
courage  to  resort  to  this  method  of  bor- 
rowing, no  matter  how  exigent  their 
emergenries.  Back  of  ablli'ty  to  borrow 
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and  from  1569  to  1879  the  Government 
was  able  tc  reduce  the  interest-bearing 
debt  by  $365  000,000,  and  yet  only  $10,000,- 
000  of  greer  backs  was  retired,  although 
the  notes  w*  re  simultaneously  current  at 
a consitant  .arge  depreciation  and  busi- 
ness was  su  fering  from  a great  inflation 
panic  in  coi  sequence.  Between  1879  and 
1889,  the  SI  rplus  revenues  enabled  the 
Treasury  to  retire  $968,000,000  of  bonds; 
and  yet  not  a dollar  of  the  greenbacks 
was  extiingi  ished.  During  the  latter  of 
these  two  te  i-year  periods,  there  could  be 
no  plea  of  s ^arcity  of  gold  for  redeeming 
this  paper,  for  contemporaneously  the 
metal  was  lowing  into  the  country  in 
unprecedent  *d  volume  and  the  national 
stock  nearl:  trebled,  rising  from  $245.- 

000,000  to  $70  .,000,000,  while  the  net  amount 
owned  by  the  Treasury  increased  from 
$114,193,000  o over  $200,000,000.  What, 
then,  beeam  ? of  the  pn)mises,  so  lavishly 
made  in  C<  ngress  upo-n  authorizing  the 
Issues,  that  the  notes  would  be  with- 
drawn so  sc  m as  the  Treasury  was  able 
to  pay  then?  This  bad  faith,  however, 
is  ncvthing  n ore  than  what  usually  befalls 
this  class  ot  paper  in  one  form  or  degree 
or  another. 

Nor  can  i . be  said  that  the  failure  to 
devote  any  part  of  the  $1,333,000,000  of 
surplus  revmue  accruing  between  1869 
and  1889  wj.s  due  to  monetary  necessi- 
ties. Durini*  the  same  twenty  years,  the 
stock  of  m^  ney  in  the  country  had  in- 
creased $1,3(0,000,000— that  is  to  say.  from 
$18  95  per  h<  ad  of  population  to  $34  40,  or 
at  the  rate  >f  81  per  cent  (after  allowing 
for  the  cone  urrent  increase  of  population). 
This  non-r(  tirement  of  the  greenbacks 
therefore  co  itributed  lo  an  eTiormous  ab- 
normal in  crease  of  the  circulating 
medium,  ai  d effectively  prepared  the 
w'ay  for  th  - currency  evils  from  which 
the  country'’  is  now  so  acutely  suffering. 
A wiser  statesmanship  would  have  seen 
in  the  large  increase  in  our  silver  money 
during  this  period  not  only  a convenient 
occasi»m  but  also  an  imperative  necessity 
for  getting  ‘id  of  the  legal  tenders.  For 
the  new  siU  er  would  at  least  have  com- 
pensated for  the  contraction  of  the  green- 
back portior  of  the  circulation:  and  clear- 
ly. as  the  d ^preciated  silver  legal  tender 
threatened  'he  quality  of  all  our  paper 


money. — which  was  redeemable  in  it, — the 
les.s  of  the  credit  currency  there  was  to 
be  injured,  the  better  for  its  credit.  Had 
the  legal  tenders  then  been  withdrawn, 
w'e  should  have  had  but  gold,  silver  and 
bank  notes  to  take  care  of;  the  gold 
would  have  had  to  support  $346,000,000  less 
of  demand  notes,  and  the  silver  and  bank 
notes  would  have  had  a proportionately 
greater  breadth  of  gold  basis.  But,  in- 
stead of  this  prudent  course  being 
adopted,  in  1890  Congress  madly  enacted 
a law  authorizing  a new  issue  of  legal 
tender  Treasury  notes  at  the  rate  of  near- 
ly $50,000,000  a year.  That  was  the  last 
straw  of  demand-note  pressure  upon  the 
back  of  the  Treasury.  Within  three 
years,  the  provisions  of  law  authorizing 
these  new  notes  had  to  be  repealed  in  the 
presence  of  panic;  jund  it  is  only  at  the 
cost  of  whole.sale  borrowing  on  long-date 
l)onds  that  the  Treasury  is  now  able  to 
maintain  the  conversion  of  its  notes.  This 
is  the  logical  outcome  of  the  Government 
putting  out  and  compulsorily  keeping  out 
nearly  $500,000,000  of  demand  obligations 
with  no  adequate  means  of  redeeming 
them.  Such  trifling  With  the  credit  of 
the  Treasury  is  sufficient  to  bankrupt  the 
strongest  government  on  the  face  of  the 
globe. 

A less  scientific  form  of  cuiTency  than 
the  greenback  was  never  devised.  It  is 
more  lacking  in  legal  guaranty  than  even 
the  ‘‘assignats:"  which,  besides  such 
credit  as  the  Government  enjoyed,  had  a 
pledge  of  a large  amount  of  public  lands. 
It  in  all  very  well  to  talk  about  the  great 
mass  of  national  wealth  that  stands  be- 
hind the  greenbacks;  in  truth,  the  boast 
is  a magnificent  deception.  Who  owns 
the  wealth?  Not  the  note-issuing  State. 
And  of  w'hiCt  effect  is  it  to  say  that  the 
Government  has  the  power  to  appropriate 
the  wealth  of  the  citizen  for  this  pur- 
pose? The  Government  can  do  that  only 
through  taxatioin;  and  the  power  to  tax 
comes  from  the  consent  of  the  people:  and 
what  people  has  ever  been  found  In  a 
hurry  to  sanction  taxation  for  the  pur- 
pose of  getting  rid  of  a large  amount  of 
their  currency?  What  has  become  of  the 
requests  urged  upon  the  last  and  present 
sessions  of  Congress  to  decree  the  with- 
drawal of  these  same  notes?  It  requires 
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more  wisdom  and  more  virtue  among 
constituencies  and  legislatures  to  get  a 
law  for  the  w*ithdrawal  of  circulation 
than  those  orgi’nators  of  law  are  usually 
found  to  possess.  An  executive  power 
thus  dependent  upon  popular  whims  and 
prejudices  for  its  ability  to  meet  its  pay- 
ments is  by  those  limitations  utterly  dis- 
qualified to  utter  promises  to  pay  in- 
tended to  circulate  as  money,  and  especi- 
ally when  the  notes  are  invested  with 
legal  tender  quality.  This  form  of  cur- 
rency is  radically  unsound  at  both  ends. 
It  is  too  easy  of  issue  and  too  difficult 
of  redemption.  No  currency  is  fit  for  its 
purpose  which  is  not  legally  insured  by 
an  unfailing  pledge  of  its  final  redemp- 
tion, and  the  liquidation  of  which  can- 
not be  enforced  through  legal  process. 
That  canon  alone  excludes  the  greenback 
from  the  category  of  sound  monetary  in- 
struments. 

The  Investiture  of  this  note  with  lega' 
tender  force  places  It  outside  the  pale  of 
legitimate  paper  currency.  If  we  must 
have  a legal  tender,  it  should  consist  only 
of  the  highest  form  of  money,  least  ex- 
posed to  depreciation  and  universally  ac- 
ceptable in  payments.  The  greenback 
was  endowed  with  this  quality  only  for 
the  purpose  of  giving  it  compulsory  cir- 
culation under  the  extra-legal  necessities 
of  war.  To  continue  that  function  in 
times  of  peace  and  when  gold  is  abun- 
dant, is  a reckless  abuse  of  power,  and  a 
gross  violation  of  every  sound  principle 
recognized  In  the  regulation  of  currencies. 
The  only  support  the  greenback  receives 
to-day  comes  from  either  ignorant  patri- 
otic prejudices,  or  popular  misconceptions 
about  “cheap  money,"  or  the  blind  clamor 
for  an  unlimited  supply  of  currency,  or 
from  an  unwillingness  to  .surrender  it  ex- 
cept in  exchange  for  the  issue  of  an  equal 
amount  of  depreciated  silver  money.  At 
the  polls,  these  supports  unfortunately 
count  for  somc^thlng;  at  the  bar  of  prin- 
rlple  and  sound  judgment,  they  are  light 
as  the  dust  in  the  balance. 

One  of  the  most  vicious  features  of  the 
greenback  legislation  is  that  while  the 
no-tes  are  made  redeemable  at  the  Treas- 
ury counter,  yet  their  final  cancellation  is 


prohibited.  This  is  one  of  the  worst  con- 
ceivable faults  in  a credit  currency. 
Neither  the  volume  nor  the  quality 
of  credit  notes  can  be  soundly  regu- 
lated if  they  are  not  extinguished 
upon  redemption.  To  compel  their 
reissue  after  payment  is  to  deprive 
the  issuer  of  its  only  means  of  pro- 
tecting its  credit,  namely  by  economizing 
its  outstanding  obligations.  What  would 
be  thought  of  a merchant  who,  under 
emergencies,  resorted  to  the  issue  of  ac- 
commodation paper  and  deliberately  re- 
solved to  keep  it  permanently  running 
notwithstanding  his  ability  to  liquidate 
the  questionable  obligations  at  pleasure‘s 
And  why  should  virtually  the  same  folly 
be  deemed  less  reprehensible  w'hen  the 
transgressor  is  a government*^  Upon 
grounds  of  fiscal  policy,  and  as  a means 
of  providing  rnone-tary  circulation,  the 
principle  is  rotten  and  indefensible.  Tliis 
practice  of  reissuing  the  notes  also  in- 
volves the  evil  of  depriving  this  large 
portion  of  our  circulation  of  the  neces- 
sary quality  of  e-lasticity  of  volume.  AVhen 
prices  are  low  and  trade  is  dull  and  the 
circulation  of  money  is  sluggish,  there 
can  be  no  corresponding  reduction  in  the 
outstanding  greenbacks.  They  flow  into 
the  banks  and  swell  ihe  reserves  and  pro- 
duce an  unhealthy  depression  in  the  cur- 
rent rate  of  interest.  The  wide  oscilla- 
tions in  Interest  charges  in  the  United 
States,  compared  with  the  experience  of 
other  countries,  is  more  due  to  this  in- 
elasticity (combined  with  a like  fault  in 
the  bank  circulation)  than  to  all  other 
causes  combined. 

The  foregoing  are  some  of  the  incon- 
gruities, the  dangers  and  the  violations 
of  the  principles  governing  paper  cur- 
rencies, that  are  chargeable  against  the 
greenback.  It  is  unnecessary  to  add  to 
them  the  peril  in  which  they  are  now 
placing  the  national  Treasury,  for  daily 
experience  is  sufficiently  expounding  that 
alarming  lesson.  The  evidence  above  ad- 
duced should  suffice  to  convince  every 
candid  and  conser\*ative  citizen  that  the 
time  has  crmie  when  th^  greenback  and 
it.s  kindred  Sherman  note  should  be  ban- 
ished from  our  currency  system. 
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article  IV. 


We  have  lotlced  some  of  the  many 
reasons  why  :redit  notes,  issued  upon  the 
sole  responsibility  of  a State  or  by  the 
subjection  of  a bank  or  banks  to  the  ne- 
cessities of  :he  State,  cannot  be  either 
safely  or  coi  veniently  used  as  a circula- 
ting  medium  Some  further  reasons  may 

be  briefly  si  ggested. 

Currency  issued  under  such  conditions 
as  we  have  ;onsidered  is  usually  strictly 
emergency  >aper.  Being  such,  it  is  ex- 
posed to  ris)  s which  should  never  attach 
to  credit  mo  ley.  It  comes  of  the  necessi- 
ties of  war,  or  some  other  great  national 
calamity.  It  is  the  product  of  a necessity; 
and  "necess  ty  knows  no  laws.”  A vary- 
ing and  oCtt  n a large  amount  of  risk  at- 
tends the  1 indehtaking  for  which  it  is 
provided  an  I upon  which  its  ultimate  fate 
depends.  *: 'hose  risks  are  oft  hurriedly 
accepted,  ai  d little  effort  is  made  to  off- 
set them,  e ren  where  such  offset  is 
sible.  If  a State  issues  the  notes,  the 
DeparUnents  using  them  have  a free  rein 
for  expend!  ure  and  therefore  show  little 
r<  gard  for  1 he  volume  put  out.  If  a bank 
in  alliance  with  the  State  is  the  issuer, 
there  is  t le  same  disregard  for  the 
amount  pu . in  circulation;  the  Minister 
of  State  an  I the  Minister  of  Finance  have 
their  own  necessities,  and  they  show 
scant  care  for  the  credit  of  the  issuing 
bank  or  foi  any  depreoiation  of  its  notes. 
Thus,  con  ^derations  of  prudence  can 
have  little  ;ffect  in  controlling  the  volume 
of  the  outi  ut,  and  over-issue  becomes  al- 
most inevitable.  The  printing  press  is 
kept  at  V ork  until  the  notes  become 
worthless,  and  the  bank  and  the  note- 
holders an  left  by  the  State  in  the  posi- 
tion of  du  >es.  Even  if  the  result  is  less 
unfortunat  e.  these  emergency  issues,  sup- 
posably  re  leemable  when  the  emergency 
has  subsid  ed,  are  almost  sure  to  be  more 
or  less  pe  -manently  retained.  The  State 
has  alway  i more  urgent  matters  on  hand 
than  reparing  the  currency;  the  people 
become  fii  st  accustomed  to  depreciation 
and  then  : .upine  about  it;  the  speculative 
class  find  a welcome  source  of  gambling 
In  the  fli  ctuations  of  values;  and  one 
form  or  ot  aer  of  artificial  palliative  finally 


comes  into  play  as  the  only  mitigation  of 
the  evils.  Thus,  It  has  come  to  pass  that 
nearly  every  country  in  Europe  now  in- 
herits, in  its  banking  and  currency 
systems,  more  or  less  of  the  false  cur- 
rency expedients  adopted  fifty  to  one 
hundred  years  ago.  These  antecedents 
have  had  the  effect  of  setting  up  false 
ideals  and  of  giving  prestige  to  methods 
utterly  at  variance  with  true  monetary 
principles.  The  old  expedients  were  natu- 
ral enough  for  the  times  in  which  they 
originated.  Then,  the  accumulations  of 
capital  available  for  State  exigencies  were 
comparatively  small  and  it  was  therefore 
difficult  for  governments  to  borrow  on 
l,)ng  loans.  The  circulating  medium  was 
priLipally  coin,  the  supply  of  which  was 
so  limited  that  it  was  impossible  to  get 
it  in  the  large  sums  called  for  by  armies 
and  fleets.  The  wars,  moreover,  w-ere  fre- 
quent and  usually  very  destructive  and 
prolonged.  The  accumulated  wealth  of 
the  people  w^as  unorganized.  The  stock- 
ing was  the  bank.  The  few  banks 
that  existed  were  very  slow  and  clumsy 
machines  and  seldom  had  much  money  at 
their  disposal  for  public  purposes.  Under 
such  circumstances,  the  note  Issues,  ut- 
terly rotten  as  they  were,  were  perhaps 
the  only  means  available  for  great  emer- 
gencies. and  as  good  as  the  circumstances 
permitted.  But  does  it  follow  that  the 
credit  currencies  of  these  times  are  fit  pre- 
cedents for  modern  monetary  systems,— 
when  commerce  is  immensely  enlarged. 
When  accumulated  wealth  has  been  cor- 
respondingly increased,  when  banking 
has  been  many  times  multiplied  in  its 
operations  and  improved  in  Its  methods, 
when  capital  in  hundreds  of  millions  is 
always  awaiting  employment,  and  when 
financial  methods  and  instruments  have 
been  revolutfonizod  ? This  question  is 
very  pertinent  to  the  further  one-what 
is.  for  our  times  and  for  this  country,  the 
best  form  of  currency  for  the  retail  ex- 
changes? 

In  answering  this  inquiry,  we  ha\e  the 
guidance  of  an  ample  experience,  sueh  «s 
in  ordinary  matters  would  be  regarde^d 
as  warranting  a sound  conclusion.  We 
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have  shown  that  80  per  cent  of  the  ex- 
changes of  the  country  are  settled 
through  checks,  bills  of  exchange  and 
book  accounts.  These  instruments,  though 
of  so-mewhat  differing  constitution,  per- 
form the  main  functions  of  what  we  com- 
monly call  currency:  they  effect  pay- 

ments. We  are  not  aware  that,  wherever 
they  have  been  used,  any  unsatisfactory 
results  have  been  experienced.  They 
have  stood  the  tests  of  a constantly  ex- 
panding and  increasingly  complex  com- 
merce. and  neither  theorist  nor  merchant 
imagines  that  anything  could  be  devised 
which  would  better  answer  the  purposes 
for  which  they  have  been  used.  Now. 
what  is  it  in  these  instruments  which  con- 
stitutes them  an  acceptable  medium  for 
effecting  the  transfer  of  property?  It  is 
the  fact  that  they  represent  assets.  The 
check  represents  assets  in  bank;  the  bill 
of  exchange  represents  property  which 
has  been  conveyed  to  its  maker,  which 
property  confers  ability  to  pay  the  bill  at 
maturity.  On  one  hand,  both  represent, 
or  are  backed  by  value;  on  the  other, 
they  confer  a legal  right  to  value;  they 
are  the  instruments  by  which  two 
values.— the  value  held  by  the  seller  and 
the  value  accepted  by  the  buyer,  are  ex- 
changed. 

What  we  need  for  the  settlements  which 
are  not  effected  through  these  most 
generally  used  instruments  is  a currency 
which  shall  possess  the  same  essentials  as 
the  check  or  the  bill  of  exchange,  and  yet 
be  adapted  for  the  minor  uses  of  money. 
It  needs  to  be  a credit  Issued  against 
assets,  so  as  to  Insure  its  redemption;  and 
the  assets  need  to  be  of  a kind  that  will 
admit  of  certain  and  prompt  realization. 
A bank’s  promise  to  pay  on  demand  is 
just  such  a credit.  A bank  note  is  issued 
by  an  undoubted  possessor  of  valuable 
assets;  to  its  holder  K ponvevs  a legal 
right  to  a specified  amount  of  those  as- 
sets; and.  if  the  bank’s  business  is  prop- 
erly* regulated  by  law.  the  issuer  stands 
at  all  times  prepared  to  redeem  it  on 
presentation  for  payment.  With  the 
value  of  the  note  thus  proiteoted  and  sure. 
It  is  not  only  alt  all  times  convertible  into 
lawful  money,  but  is  also  practically 
available  for  most  of  the  purposes  for 
which  lawful  money  Is  used;  it  is  a repre- 


sentative of  a claim  upon  lawful  money; 
and  thus  it  becomes  a currency  legiti- 
mately available  for  all  the  settlements 
of  minor  contracts. 

These  notes  are  a directly  enforceable 
claim,  and  should  be  rl'-o  a preferred 
claim,  upon  the  issuer’s  capital,  surplus 
and  deposits,  the  latter  being  the  bank’s 
own  property  and  not  that  of  the  de- 
positor, as  some  mistakenly  imagine.  So 
far  as  the  bank  may  lend  its  means, 
those  loans  are  a legal  claim  upon  mobile 
a.nd  easily  realizable  assets,  which  also 
afford  protection  to  the  notes.  From  be- 
ginning to  end,  therefore,  these  credit 
notes  enjoy  the  stronges't  kind  of  protec- 
tion. They  are  better  guarded  than  the 
check  or  the  bill  of  exchange,  either  of 
which  the  maker  may  default  upon;  and 
yet  these  latter  instruments  are  readily 
accepted  in  the  settlement  of  four-fifths 
of  the  whole  exchanges. 

Of  course,  the  security  of  the  notes 
must  largely  depend  upon  the  amount 
the  bank  is  permitted  to  issue.  Perhaps 
the  limit  might  be  prudently  restricted 
to  75  per  cent  of  the  amount  of  the  bank’s 
capital.  Statistics  of  the  National  banks 
show  that  their  assets  aggregate  $3,425,- 
000.000,  while  their  capital  is  $6.57,000,000. 
If.  therefore,  the  banks  were  to  issue  to 
the  full  amount  of  the  ratio  here  sug- 
gested, 75  per  cent  of  capital,  the  circu- 
lation would  average  only  14  per  cent  of 
the  sum  of  the  assets.  Surely  thi.s  should 
afford  a sufficient  basis  of  protection  to 
the  noteholders.  In  order,  however,  to 
make  security  still  more  absolute,  the 
notes  should  be  constituted  a first  lien 
upon  the  entire  assets  of  the  bank,  as  well 
as  upon  the  Hahility  of  the  stockholders 
to  an  amount  equal  to  the  stock  they 
own.  The  guaranty  of  the  stockholders 
alone  would  amount  to  a sum  largely  in 
excess  of  the  permitted  issue  of  notes  It 
is  inconceivable  that  a currency  thus 
amply  guaranteed  should  fail  to  com- 
mand the  entire  confidence  of  the  people 
and  obtain  unquestioning  acceptance  In 
every  part  of  the  TTntted  ^>tates. 

Safety,  however,  is  not  the  only  attri- 
bute essential  to  a well-regulated  bank 
currency.  Promptness  of  redemption 
stands  next  in  importance.  Redemption 
Is  the  safetty-valve  of  any  system  of 
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paper  mo:  ley,  and  in  the  absence  of  it 
there  is  nstant  danger  of  explosion.  If 
bank  issue  s are  permitted  upon  terms  that 
will  yield  i fair  profit,— which  is  to  be  as- 
sumed as  a condition  necessar>^  to  is- 
guing,-^th«  re  will  be  constant  competition 
to  put  out  ind  keep  out  the  largest  amount 
of  notes  possible;  and  if  that  tendency 
were  unch  jcked,  redundancy  would  inevi- 
tably rest  rt.  To  prevent  that  evil,  it  is 
necessary  :o  provide  every  facility  for  cur- 
rent redemptions.  Many  expedients  for 
that  purpcse  are  conceivable.  The  system 
operated  >y  the  Suffolk  Bank  of  Boston 
has  prov€  i the  most  successful  of  any 
hitherto  t led.  It  kepit  down  the  excesses 
of  weak  ' lanks  seeking  to  profit  on  un- 
restricted issues,  when  all  other  expedi- 
ents had  failed;  and  its  general  concep- 
tion prob;  ibly  cannot  be  improved  upon, 
so  far  as  ‘espeots  economy  and  efficiency. 
But  no  s ngle  agency  of  that  character 
could  suff  ce  for  the  now  widely  extended 
area  of  oi  r banking  operations.  It  might 
be  found  lecessary  to  provide  four  or  five 
agencies,  evenly  distributed  throughout 
the  count  *y,  with  relations  between  each 
other  tha  would  enable  them  to  redeem 
notes  that  had  wandered  far  from  the 
locality  < f itsue.  Anoither  alternative 
might  po  isibly  be  found  in  making  the 
Clearing-Houses  centres  for  redemption. 
As  the  TDtes  would  be  sent  in  for  re- 
demption almost  exclusively  by  the  banks 
and  not  I y private  holders,  this  arrange- 
ment woi  Id  be  especially  convenient  and 
uncostly.  The  New  York  banks,  for  in- 
stance, have  correspondent  banks  in  every 
city  in  th  » country;  and  all  notes  coming 
to  them  n th  • way  of  deposits,  or  sent 
to  them  for  collection,  could  be  easily, 
through  he  daily  clearings,  transferred 
to  the  banks  representing  the  issuers,  and 
by  them  1 e sent  home  and  charged  against 
the  issueis'  account.  Or  possibly  arrange- 
ments mi  rht  be  mM'Je  through  which  the 
Clearing-  louse  could  undertake  the  cler- 


ical work  of  the  process.  The  principle 
and  method  of  such  a system  would  be 
much  the  same  as  that  used  in  clearing 
checks;  and  it  would  seem  that  an  agency 
for  the  one  form  of  clearance  should 
equally  suffice  for  the  other. 

With  such  a contrivance  in  operation, 
the  banks  might  be  very  safely  trusted 
to  keep  redemptiem  in  active  operation; 
for  it  would  be  to  the  interest  of  each 
one  to  send  home  the  notes  of  other  banks 
coming  to  it.  In  order  to  make  the  more 
room  for  its  own.  This  facility  of  re- 
demptiion  is  the  truest  regulator  of  the 
^ olume  of  the  currency.  With  such 
agencies  in  operation,  redundancy  of  cir- 
culation would  be  impossible,  while  sufi‘i- 
ciency  would  not  be  prevented.  The  vol- 
ume of  the  circulating  medium  would  be 
auitomatically  adjusted  to  the  demand, 
and  the  constant  abnormal  fluctuations 
in  the  rate  of  interest  would  be  obviated. 
Under  such  arrangements  an  efficient 
check  would  be  put  upon  the  issues  of 
doubtful  banks.  Their  notes  would  be 
sharply  singled  out  for  redemption,  and 
they  would  find  it  difficult  to  keep  them 
outstanding.  The  elasticity  secured  under 
either  of  the  suggested  systems  of  re- 
demption would  Insure  a contraction  of 
the  circulati()n  in  the  months  when  cur- 
rency is  least  wanted  and  would  thereby 
provide  for  an  expansion  during  the  pe- 
riod when  it  is  urgently  needed  for  mov- 
ing the  crops;  which  again  would  con- 
tribute towards  a steady  equilibrium  in 
■the  market  rate  of  initerest. 

The  foregoing  are  some  of  the  main 
characteristics  of  what  we  conceive  to 
be  the  best  form  of  paper  money  for  ef- 
fecting the  retail  settlemenits  of  the  com- 
munity. Tt  remains  to  be  considered  how 
far  it  should  take  the  place  of  cur  pres- 
ent form  of  bank  currency,  and  whether 
it  could  safely  be  substituted  for  our 
legal  tender  paper. 
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ARTICLE  V. 


Yesterday,  we  indicated  what  form  of 
credit  currency  may  be  deemed  best 
adapted  for  effecting  the  settlement  of 
the  retail  transactions  of  this  country, 
the  larger  settlements  having  been  pre- 
viously shown  to  be  already  amply  pro- 
vided for  by  the  use  of  checks  and  bills 
of  exchange. 

Such  a bank  note  as  we  have  suggested 
would  of  course  compete  with  the  Na- 
tional bank  currency  now  existing  and 
which  constitutes  about  one-eighth  of  our 
present  total  circulation,  including  gold 
and  silver.  Is  such  competition  desirable? 

In  favor  of  the  National  bank  note,  it 
may  be  conceded,— (1)  That  Its  guaranty, 
consisting  of  a deposit  of  United  States 
bonds  ten  per  cent  in  excess  of  the  value 
of  the  notes,  has  thus  far  proved  ample 
to  protect  the  issues  against  depreciation; 
(2)  That  the  strength  of  that  guaranty 
has  made  the  note3  continuously  accept- 
al>le  in  all  parts  of  the  country;  and  (3) 
That,  on  these  accounts,  this  currency 
has  enjoyed  the  highest  credit  status  that 
could  be  desired  for  a bank  note. 

On  the  other  hand,  as  against  these 
notes,  it  must  be  conceded, — (1)  That  a 
Government  bond  is  not  ideally  the  best 
form  of  guaranty  for  a.  bank  note;  for  no 
State  can  be  exempt  from  exigencies 
which  may  injuriously  affect  its  credit 
and  its  ability  to  pay;  and  when  the 
State  happens  to  have  a large  amount  of 
demand  notes  outstanding  (as  in  our  case) 
its  credit  stands  especially  exposed  to  de- 
terioration; a bank  note  therefore  should 
rest,  in  the  last  issue,  upon  pledged  prod- 
ucts in  process  of  production  or  distribu- 
tion, and  not  upon  a false  assumption 
that  nothing  can  happen  to  impair  the 
ability  of  the  Government  to  honor  in 
full  its  obligations.  (2)  The  existing  bond 
form  of  guaranty  is  seriouslj^  prohibitory 
to  Issuing.  The  past  decline  of  nearly 
one-half  in  the  volume  of  this  circulation, 
in  the  face  of  a continuous  in-^rease  of 
the  population  and  trade  of  the  country, 
sufficiently  evidences  the  fact  that,  under 
such  a guaranty.  It  does  not  pay  the 
banks  to  avail  themselves  of  the  privilege 
of  issue.  In  most  cases,  they  can  make 


as  much,  or  more,  by  loaning  their  funds 
directly  than  by  inves>ting  them  in  bonds 
to  get  circulation;  and  a large  portion  of 
their  existing  circulation  is  issued  simply 
because  the  banks  have,  for  reasons  of 
prudence,  to  hold  a certain  amount  of 
bonds,  and  it  somewhat  improves  the  re- 
turn upon  that  investment  to  take  out 
notes  against  those  bonds.  The  hack- 
neyed suggestion  that  the  notes  be  al- 
lowed to  be  issued  up  to  the  face  value 
of  the  bonds,  instead  of  being  restricted 
to  90  per  cen't  of  their  par,  would  of 
course  afford  some  mitigation  of  this  ob- 
stacle; but  not  at  all  to  the  extent  need- 
ful to  yield  a free  expansion  of  the  circu- 
lation, such  as,  for  instance,  would  cer- 
tainly be  needed  In  the  case  of  the  with- 
drawal of  the  legal  tender  notes.  (3)  The 
guaranty  is  too  immobile  to  adapt  Itself 
to  the  conveniences  of  note  Issues.  If  a 
bank  desired  to  contract  its  Issues  for  a 
period,  the  market  price  of  the  bonds 
might  be  too  low  to  admit  of  similarlj- 
diminishing  the  guaranty;  If  it  desired  to 
expand  Its  circulation,  the  bonds  might 
be  selling  too  high  to  permit  the  trans- 
action. (4'»  For  reasons  of  this  character, 
the  banks  refrain  from  issuing  or  with- 
drawing notes,  and  the  volume  of  the  cir- 
culation becomes  inelastic.  Thus,  there 
can  be  no  ready  response  to  the  variations 
in  the  demand  for  money.  The  amount  of 
notes  outstanding  is  about  the  same  dur- 
ing the  Spring  quiet  as  in  the  Fall  ac- 
tivity; and  instead  of  a steady  equilibrium 
in  the  money  market,  we  have,  from  year 
to  year,  regular  alternations  of  scarcity 
and  redundancy  of  money,  with  conse- 
quent unwholesome  oscillations  in  the 
raite  of  interest.  (5)  This  inelasticity  is 
the  more  serious  because  it  is  in  bank 
currency  alone  that  there  is  anv  possi- 
bility of  contraction  or  expansion.  Our 
gold,  silver  and  greenbacks  are  fixed 
ouan'tUi'^s:  and  of  our  numerous  forms  of 
circulation  that  of  bank  notes  is  the  only 
one  that  admits  of  any  pretense  whatever 
to  elasticity.  T\^ith  such  a state  of 
circulating  medium,  it  is  not  surprising 
that  our  money  market  should  be  the 
most  uncertain  in  the  world.  The  ar- 
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rangemeni  s for  redeeming  this  currency 
are  utter  ly  insuffioient  and  needlessly 
costly.  1 he  redemptions  proper  at  the 
Treasury  >ureau  range  between  $30,000,000 
and  $50,0(0,000  per  year  for  the  whole 
United  S .ates.  Those  of  the  Suffolk 
Bank,  in  : 857,  covering  New  England  and 
New  YorV  alone,  amounted  to  $400,000,000. 
The  cost  nf  the  redemptions  at  Washing- 
ton was  i:i  a seven-fold  higher  ratio  than 
in  the  ca  e of  the  Suffolk  Bank. 

In  brieJ,  it  may  be  said  that,  whilst 
the  Natioial  banking  system  gives  us  a 
note  of  hi:herto  remarkable  stability,  yet 
in  all  oth  ?r  respects  it  falls  far  short  of 
being  a s nenttfieally  regulated  currency; 
and.  what  is  still  more  important,  its  vol- 
ume is  I erhaps  more  likely  to  decline 
than  to  e:  pand  with  the  growing  require- 
ments of  the  country;  while,  as  already 
indicated,  it  certainly  could  not  be  trusted 
to  expam  sufficiently  to  fill  the  place  of 
the  green  >acks,  should  the  latter  be  with- 
drawn; V hich  is  a most  vital  practical 
consldera  ion.  But  the  authorizaJtion  of 
an  alternitive  form  of  bank  note  by  no 
means  necessarily  presupposes  the  with- 
drawal o the  right  to  issue  under  the 
present  1-  gal  conditions.  The  new  basis 
of  issue  i nd  the  old  might  work  side  by 
side  with<  ut  clashing,  and  the  faJte  of  each 
would  be  determined  by  the  safe  law  of 

the  survl  'al  of  the  fittest. 

Assuml  ig  the  authorization  of  a system 
of  notes  guaranteed  by  a first  lien  on  all 
the  asseJ  s of  the  bank  and  otherwise 
regulated  in  some  such  way  as  we  have 
suggested  the  question  arises  how  could 
the  gree  ibacks  and  Sherman  notes  be 
withdraw!  to  make  room  for  them?  The 
only  real  difficulty  lies  in  the  getting  of 
Congress]  >nal  authorization  for  cancelling 
the  legal  tenders.  After  that,  there  is 
nothing  t ) call  for  any  difficult  or  dubious 
finan-'ing  Deducting  from  the  figures  of 
United  S ates  no)tes  and  Treasury  notes 
a reasons  ble  amount  for  the  destructions 
and  othe  losses  extending  over  the  long 
period  of  their  use,  we  may  suppose  that 
about  $4(0.000,000  of  the  combined  issues 
would  ha  to  be  liquidated.  The  Treasury 
has  now  3n  hand  $75,300,000  ne*t  of  ITnited 
States  n des  and  $31,300,000  of  Treasury 
notes.  T lese  two  amounts  have  been  al- 
ready re(  eemed.  and  need  only  to  be  can- 


celled in  order  to  effect  their  full  retire- 
ment. Deducting  their  aggregate,— $106,- 
600,000,— from  the  $460,000,000  notes  out- 
sitanding,  we  have  $353,400,000  remaining  to 
be  retired.  Against  this  sum  of  notes  to 
be  liquidated  may  be  set  off  the  gold  re- 
serve, supposably  $100,000,000,  and  also  the 
silver  bullion  in  the  Treasury,  chiefly  the 
proceeds  of  purchases  against  the  Treas- 
ury nottes.  The  latter  amount  is  stated 
by  the  United  States  Treasurer  at  $124,- 
600,000  in  coinage  value;  a-t  its  bullion 
value,  it  would  be  worth  to-day  $92,500,000. 
These  two  assets,  aggregating  $192,500,000, 
w^oullil  liquidate  that  amount  of  legal 
tenders;  leaving  $160,900,000  to  be  pro- 
vided for  from  other  resources. 

This  balance  is  too  small  to  be  regarded 
with  any  serious  misgivings.  It  could  be 
covered  by  issuing  short-'term  obliga- 
tions, to  be  liquidated  at  the  convenience 
of  the  Treasury  or  out  of  surplus  revenue. 

A temporary  increase  in  taxation  by 
putting  a duty  on  tea  and  coffee  and  in- 
creasing the  imposts  on  luxuries,  or  bv 
any  resource  that  might  be  preferred  by 
Congress,  would  easily  provide  the  in- 
creased revenue  for  these  liquidations. 
Really,  therefore,  the  operation  w^ouUl  be 
attended  with  few  of  the  difficulties  with 
which  a timid  public  imagination  has 
surrounded  it.  A little  forecasting,  how- 
ever, places  this  consummation  much 
nearer  than  the  foregoing  factors  suggest. 

By  a circuitous  freak  of  justice,  tlie 
humiliating  borrowings  which  the  Treas- 
ury has  had  to  make,  in  order  to  main- 
tain the  payment  of  its  notes,  have  in- 
directly brought  this  achievement  much 
nearer  to  an  easy  possibility  than  is 
generally  imagined.  The  conversions  of 
the  borrowed  gold  into  legal  tenders  have 
caused  a large  surplus  of  the  notes  to  ac- 
cumulate in  the  Treasury,  which  stand 
available  for  extinction  the  moment  Con- 
gress gives  its  consent.  As  above  shown, 
those  accumulations  now  amount  to  $106.- 
600,000.  In  the  absence  of  any  appar#=‘nt 
probability  that  the  conversions  will  be 
stopped  through  simpler  arrangements,  it 
may  be  exper-ted  that  they  will  be  con- 
tinued at  about  the  same  rate  as  for  the 
last  two  years.  As  the  average  of  con- 
versions for  1894  and  1895  was  about  $140,- 
000.000  per  annum,  let  it  be  supposed  that 
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this  ratio  be  continued  another  year;  then, 
assuming  that  the  Treasury  income  equals 
its  expenditure,  a year  hence  $140,000,000 
would  be  added  to  the  net  greenbacks  and 
Sherman  notes  in  the  Treasury.  In  such 
case,  the  Treasury  would  hold  close  upon 
$250,000,000  of  legal  tenders  in  its  vaults 
next  Spring,  and  only  $210,000,000  vould 
remain  in  circulation.  To  provide  for  this 
balance  of  outstanding  notes,  the  Govern- 
ment would  have  $92,500,000  worth  of  silver 
bullion  and,  as  we  have  above  assumed, 
$100,000,000  gold  reserve,  or  a total  of 
$192,500,000  of  the  metals.  This  would 
suffice  to  cover  the  notes  then  in  circula- 
tion within  about  $17,500,000.  These  fore- 
castings,— which  do  not  pretend  to  be 
more  than  approximate  probabilities, — 
.show  undeniably  how  rapidly  affairs  are 
drifting  into  a condition  when  the  whole 
process  of  retiring  the  legal  tenders  will 
have  been  virtually  accomplished,  except- 
ing their  formal  cancellation.  In  case  the 
conversions  of  notes  should  be  less  rapid 
than  in  1894  and  1895,  this  process  w^ould 
be  correspondingly  slower;  but,  in  any 
case,  the  continuance  of  conversions 
must  comparatively  early  place  us  in  a 
position  in  which  nothing  remains  to  be 
done  for  the  extinction  of  the  notes  but 
to  get  authorization  from  Congress  to 
cancel  them. 

It  will  thus  be  seen  that,  by  a very 
clumsy,  bungling  and  costly  way  of 
maintaining  the  redemption  of  these 
notes,  we  have  been  unwittingly  put- 
ting the  Treasury  in  a position  in 
which  the  retirement  of  this  vicious  cle- 
ment in  our  currency  becomes  a much 
easier  task  than  has  been  supposed.  If 
no  hettf^r  means  of  disposing  of  the 
Treasury  difficulties  is  devised,  it  is  to  be 
expected  that  the  withdraw'als  of  L:old  ‘*‘or 
the  usual  export  movement  will  neces.si- 
tate  further  borrowings  of  gold,  orobably 
within  twelve  or  fifteen  months.  Those 


drains  will  be  attended  with  a corre- 
sponding increase  in  the  legal  tender 
balance  of  the  Treasury.  The  measure  of 
The  necessity  for  borrowing  gold  will  be 
the  exact  measure  of  the  accumulation 
of  notes  in  the  hands  of  the  Govern- 
ment. 

Thus  the  greenback  question  is  working 
towards  a phase  in  which  it  will  put  be- 
fore Congress  a very  positive  duty  and  a 
very  grave  respon.sibility.  By  a strange 
fortuity,  this  wearisome  problem  is  evolv- 
ing its  own  solution.  The  immense  cc  n- 
A'ersions  of  the  legal  tenders  are  placing 
them  in  a position  which  makes  their 
cancellation  so  easy  that  it  would  seem 
impossible  for  Congress  to  much  longer 
refu.se  its  authorization  for  the  Act.  If 
that  authorization  were  withheld,  the  out- 
raged sound  opinion  of  the  nation  wcu’d 
issue  its  mandate  with  a menace  which 
would  be  no  less  promptly  respe:;ted  than 
was  that  which  compelled  the  suspension 
of  silv'er  purchases  in  1S93.  If  not  by  the 
best  conceivable  means,  yet  by  a process 
which  seems  destined  to  succeed,  wo  are 
verging  towards  a crisis  in  this  question 
which  will  compel  its  final  settlement. 
In  view  of  that  comparatively  near  con- 
.«'iimmation,  no  time  shouM  Vie  lost  in  de- 
tfrmlning  what  shall  be  the  curren?y  that 
will  be  promptly  needed  to  take  tiie  place 
of  nearly  $500,000,000  of  withdrawn  circu- 
lation. The  change  will  involve  new  and 
not  easily  determined  problems,  and  the 
provi.sion  to  be  made  for  it  should  occupy 
the  most  serious  attention  of  those  best 
qualified  to  counsel  wisely  on  uioneiary 
questions.  Organization  of  sound  and 
conser\'’ative  opinion  is  already  overdue. 
The  basis  of  co-operation  in  such  a move- 
ment should  be — infallible  guaranty:  suf- 
ficiency of  volume;  effective  arrange- 
ments for  prompt  and  economical  redemp- 
tion: no  monopoly  of  issue;  and  Federal 
authorization  and  supervision. 


